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TABLE 2

INVESTMENT COMPARISONS

l..iniversa1 ServIce

Uni1 Hatfield Model CPM Tetal Hatfield

Investrr ent Estimates Per line Model

per line Understatement

1 Feeder - Total $ 25.79 $ 87.69 $ 569 Million

la Feeder N/A $ 65.13 -
Ib SAl N/A S 22.56 -
2 Distributiori - Total $ 131.78 $ 235.54 $ 522 MilJion
2a Distribt.::tion N/A S 184.17 -
2b Tenninal N/A I $ 50.99 -
3 Support Structure '$ 0 $ 90.91 $ 875 Million
4 DrC') $ 40.00 $ 50.55 $ 107 Million
5 Loop Electronics $ 85.89 $ 139.69 $ 529 Million
6 Total Switch + IOF $ 194.75 S 242.11 $ 482 Million
6a TS Swit:hing In Switch $ 122.22 -
6b NTS Swltching In Switch $ 119.89 -
6c Switching $ 191.49 - -
6d 10J $ 3.26 In IS Switch -

Total Investment $ 478.22 $ 846.11 $ 3.604 Million

3

4

5 ...
~..

6

7

8

9

10 20. Q.

J 1

The most nc ticeable difference is that the Hatfield understates investments for

~ type ( f plant. The largest understatements are for the various

categories c r loop investment. The single largest difference is that the

Hatfield Medel assigns 1lQ investment for support structure to Universal

Service. TI e Hatfield Model identifies a support structme investment, and an

annual capi al cost of$173 Million, but then excludes that cost from it's

SUbsidy caleulation.

Are there any explanations of why the Hatfield Model understates loop

investment. for residential service?
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A. Yes. AT&T MCI have described that the Hatfield Model calculates an

average loop nvestment for each loop in a particular studied area. It then

calculates the subsidy requirement for the study area by first subtracting the

investments J associates with business loops in the study area. In this

calculation it assumes that both business and residence loops in the area have

the same inwstment (the average loop investment of the area).

Pacific's OA -JAD TSLRIC studies indicate the distribution plant ponion of

residence lor os tends to be significantly longer than the distribution plant

ponion ofbu;iness loops (more than 70% longer). Additionally, the

associated dl;tribution plant costs of the buried terminals and drops of

residential Sf" rvice loops are costs not offset by lower cost business service

loop equivak'nts. The net effect is that the distribution plant and related costs

for residentir I service loops are more than 70% more costly than for business

service loop' This difference accounts for three fourths of the $40 annual

capital cost j"ifference between business and residence service loops. As these

cost differer ;es are relatively independent of study area differences, the effect

of the Hatfie Id Model's averaging of the loop investments is to significantly

overstate tht investment for a business loop and to significantly understate the

investment tor a residence loop in the same study area.

Pacific's CFM does not yet have all of the business service loop data to enable

it to determ:i ne the subsidy for business loops in high cost areas. We expect to
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A. Pacific Bell' Cost Proxy Model (CPM) is far superior to the Hatfield Model
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have that data and the resulting subsidy calculation by early ~1a). if n01

sooner. (ALJ Ruling, February 21, 1996, Question 5).

Pacific Bell's Cost Proxy Model (CPM) accurately

estimates costs ofproviding Universal Service.

How is Pacific Bell's Cost Proxy Model superior to the Hatfield Model?

in accurately estimating costs of providing Universal Service for the following

reasons:

The expenses input to the Cost Proxy Model are estimated expenses

per hrte of providing universal service that can reflect the best

availlble data for each company, not estimates derived by applying

facto'·s from embedded cost relationships, expenses for New

Hamoshire in 1992, or factors from the airline industry.

The nvestments input to the Cost Proxy Model reflect forward looking

engilccring guidelines for placing equipment, and appropriate long run

equi ,Jment prices charged by equipment vendors, not estimates derived

frail other states or short tenn special price discount deals.

The inputs' oto the Cost Proxy Model can reflect OANAD cost studies

identified following the Total Service Long Run Incremental Cost study

principles adopted by the CPUC (D. 95-12-016, Appendix C), not embedded
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costs and relal ionships from other companies in other states, or other cost

studies detemined using unknown principles.

What relation;hip is there, if any, between the cost data used for the proxy

cost model, 3.J ld the cost data prepared for the OANAD? (ALl Ruling,

February 21. 996. Question 8).

The cost data used for Pacific's proprietary Cost Proxy Model (CPM) is

virtually iden ical to that prepared for Pacific's OANAD TSLRlC showing.

The cash ope 'ating expenses identified in the OANAD studies are inputs to

the CPM. n e forward looking unit investments used as inputs to the CPM

are the sarnetS those used as inputs to Pacific's OANAD studies, as are the

characteristi< s of the use of that investment (e.g., lengths of feeder cables,

cable locatio! IS, type of plant). The only difference in the inputs to the models

is that the phiDt utilizations used to size feeder plant for the OANAD study is

the theoretic'll maximum, consistent with the capacity cost definitions used for

OANAD, while the utilizations used to size feeder plant tor the CPM are the

actual expec ed utilizations appropriate for the Universal Service cost

calculation.

The non-proprietary version ofthe CPM relies on data from commercial

databases and other public sources. It does not use any proprietary date from

Pacific's TSLRlC cost studies.
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1 v. What are the cost differences associated with providing

2 customers the choice of fI.t or measured rate service,

3 and the technical feasibility ofproviding that choice?

4 23. Q. What are the cost differences associated with providing customers the choice

5 of flat or measured rate service, and the technical feasi~ility ofproviding that

6 choice? (AL] Ruling, February 21, 1996. Question 4).

7 A. The cost differences between providing residential flat rate service and

8 residential measured rate service are the different costs of the unbilled usage

9 provided with each service. The volume sensitive TSLRlC of the average

10 unbilled usage for each of the residential services was :dentified in Pacific's

11 OANAD showing. Because of the wide variations in the amount of unbilled

12 local usage between customers with flat rate residential service, there is a

13 correspondingly large variation in the cost ofproviding that usage. Each of

14 Pacific Bell's central office switches is capable ofproviding either flat or,

15 measured service.

16 24. Q. Does this conclude your testimony?

17 A. Yes.
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1. Pursuant t

April 3, 1996 Ruling

reply report is limi

in their opening tes

for four recommended

that were discussed

CHAPTER 1

SUMMARY

Administrative Law Judge (ALJ) Wong's

DRA hereby submits its reply report. DRA's

ed to certain issues raised by other parties

imony, and provides the incremental effects

modifications to the Cost Proxy Model (CPM)

n DRA's opening report.

2. Chapter 1 :ind Chapter 3 of thlS reply report are

sponsored by the Prcect Manager, Angela Young. In Chapter 3,

DRA will discuss the development of expense estimates for the

Hatfield Proxy Model (HPM) and the subsldies for small and mid

size local exchange 'arriers (LECs\. Chapter 2 is sponsored by

Hassan Mirza. In tr::it chapter DRA wi1. provide the incremental

changes to the CPM I~sults based on four recommended

modifications that ..... ~re discussed in DRA's opening report.

Chapter 4 is sponsor ~d by Zenaida Conway, In that chapter, DRA

will address certair issues relating to implicit subsidies.

###
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CHAPTER 2

MODELS

I. INTRODUCTION

3. Several pa"ties, including DRA, filed opening testimony

discussing Pacific's Cost Proxy Model (CPM) and AT&T/MCI's

Hatfield Proxy Model 1 DRA's reply report concerning the models

is limited to certai I points raised by other parties in their

opening testimony ~urther, in this reply report, DRA provides

the incremental chanJes for four items that were discussed in its

opening report.

I I . INCREMENTAL CHANGES

4 On Pages 3 6, and 3-8 and 3-9 of DRA's opening

report 2 , DRA discuss'd four changes the Commission should

adopt for the CPM molel. These four changes are as follows:

o Use of wo copper pairs for buried drop plant;

o Use of design" utilization factor for feeder plant

and pair gain systems;

o Use of iber plant for feeder plant greater than

12,000 f,et; and

o Use of ;witch costs that reflect higher vendor'S

discount

Table 1 shows the in "remental impact by density zones and

statewide for the ab lve mentioned four changes.

1. Besides DRA, Pa:ific and AT&T/Mel also provided opening
testimony discussing both models in great detail. Other parties
also provided commen s relating to the two models.

2. DRA' s opening t!:!stimony is entitled "OPENING REPORT OF THE
DIVISION OF RATEPAYER ADVOCATES REGARDING THE COST PROXY MODELS
AND OTHER ISSUES IN '"'HE UNIVERSAL SERVICE PROCEEDING."

2



A. Two Copper Pairs

5. As discussEd in paragraph 9 of Chapter 3 of DRA's

opening report, if ore spreads the drop cost for buried plant

(along with undergrolnd plant) over two copper pairs instead of

one copper pair, thir will reduce the subsidy level on a

statewide basis by $: 308 million, or 2.3%, per month. The

annual subsidy reduct ion is estimated to be about $39.696 million

per year.

B. Design Utili~ation

6. As discussEd in paragraph 12 of Chapter 3 of DRA's

opening report, usin~ the design utilization factor, instead of

actual utilization feetor, for feeder and pair gain systems

reduces the subsidy evel on a statewide basis by $7.560 million,

or 5.3%, per month. The annual subsidy reduction is estimated to

be about $90.720 mil ion. DRA recognizes that there may be an

off-setting increase in certain expenses such as maintenance

expenses may increasf ; however, Paciflc has not been able to list

these expenses, neit er support nor document this increase.

C. Fiber Feeder Cut-off

7. As discussfd in paragraph 13 of Chapter 3 of DRA's

opening report, util zing the premise that CPM should reflect

fiber in feeder plan greater than 12,000 feet reduces the

subsidy level on a S' atewide basis by $11.967 million, or 8.3%,

per month. The annu, 1 subsidy reduction on a statewide basis for

this revision is est mated to be about $143.604 million. DRA

recognizes that ther, may be an off-setting increase in certain

investment and expen es but Pacific has not been able to list

these expenses and i vestment, neither support nor document this

increase ..

3



opening report, util zing

maximum possible dis ount

level on a statewide basis

month. The annual s .bsidy

$182.496 million.

8.

D . Switching Cmt

As discuss,d in paragraph 14 of Chapter 3 of DRA's

the premise that CPM should reflect the

for switching costs reduces the subsidy

by $15.208 million, or 10.6%, per

reduction lS estimated to be about

9. Pacific's Jitness, Richard L. Scholl, on page 16 of his

testimony, 3 discuss·d the "life cycle price variations" for

switching equipment. Mr. Scholl listed five phases for the

lifecycle price vari ltions for switching equipment. As listed on

pages 16 and 17 of M . Scholl's testimony, the five phases of

lifecycle are as fol ows:

o Premium pr ces for products just introduced.

o Competitiv', but still relatively high, prices for the

still new F ·oducts.

o Significan price discount for products that are now

standard in the market. Pacific's current vendor prices

reflect agr~ements with the two vendors that were signed

in 1992.

o Price incr~ases after the expiration of the current

agreements This price increase is to reflect

relatively .ow volume of purchases just to meet growth

demands.

o Further pI Lce increases as old technology is phased

out.

10. The third ohase of the lifecycle is the point at which

Pacific was able to )btain the best prices for a digital

3. "Testimony of F L. Scholl-Universal Service Proxy Cost
Models, dated April 17, 1996.
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sw~tches. DRA examired vendor's prices for DMS-100 and 5-ESS

switches in this phafe and therefore, adjusted the switching

costs in the CPM to'eflect the maximum possible discounts for

the purchase of the witches. However, DRA does not agree with

Pacific that any chaJges in the prices for digital switches in

the future (Phase IV would have to be higher. In any event, any

estimates made today of prices for digital switches for future

contract would be sptculative at best

11. In order t

that were purchased

requested from Pacif

lines were connected

1992 contracts. DRA

access lines are to

has not provided the

to provide further i

then DRA might recon

reduction of $182 49

recognize some DMS-100 and 5-ESS switches

rior to the 1992 contracts, DRA has

c information on how many residence access

to digital switches purchased before the

also requested data on how many residence

e connected wlth the new contract. Pacific

requested information. If Pacific is able

formation along with supporting documents,

ider its recommended annual subsidy

million.

E. Total Increm' ~ntal Changes

12. DRA recomm'nds that the Commission adopt the four

changes in the CPM a; described above. These four changes on a

statewide basis woul reduce the annual subsidy level by about

$455.516 million, or about 25%, from Pacific's CPM estimate of

$1,720.176 million.

III. OTHER CHANGES

13. DRA is exanining two changes or adjustments that were

recommended by Dr L~e L. Selwyn on behalf of The California

Telecommunications ()alition. The two adjustments are for

revised ("A" and "B" costs for copper cable, and the sharing of

poles with other uti.ities other than with Pacific Gas & Electric

Company.

5



14.. On page 68 of his testimony4, Dr. Selwyn cites in a

footnoL~ 91 that "~a[ ific has recently indicated that it is

substantially revisi: 9 the "A" and lIB" loop cost inputs to the

CPM." DRA is not aw,; re of this change that supposedly was made

by Pacific on April 3, 1996 ..

15. DRA is sti 1 evaluating the "A" and "B" copper cable

cost changes, the shdring of poles with other non-electrical

utilities, switching costs, design utilization, etc. Based upon

findings of its eval ,ation, DRA may submit supplemental

testimony addressing any further adjustments to the CPM.

16. On page 87 of his testimony5, Dr. Selwyn cites that

Pacific used "econorr c lives" in the CPM model. Dr. Selwyn

stated that Plat a mi limum, the Company should be required to to

use CPUC-prescribed iepreciation lives and rates." DRA agrees

with Dr. Selwyn that CPM should reflect CPUC approved

depreciation lives B1d CPUC approved depreciation rates. CPUC

has always prescribei depreciation lives for intrastate

jurisdiction with st~ff review, public 20mment and public hearing

process. CPUC uses :he Straight-Line Remaining Life method to

set the depreciatior rates and does not allow the use of Equal

Llfe Group and rese; ve deficiency amortizations. Therefore, DRA

recommends that CPM be adjusted to reflect CPUC-prescribed rates,

instead of Pacific': economic lives.

###

4. "Testimony and Exhibit of Lee L. Selwyn on behalf of The
California Telecomm mications Coalition," dated April 17, 1996.

5. Ibid, page 87.
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CHAPTER 3

EXPENSE ESTIMATES FOR THE HPM
AND

SUBSIDJES FOR SMALL AND MID-SIZE LEes

I. EXPENSE ESTIMA1ES FOR THE HPM

17. DRA essent:ally agrees with Pacific's statement that

the HPM "includes uncollectables using a cost factor that will

inappropriately calctlate large uncollectables in high cost

areas ." 6 The HPM c ssumes an uncollectible factor of 1.4%.

The amount of uncollfctibles is calculated by applying this

percentage to the tol al volume sensitive cost of the basic

service (Table 2, lttachments) This approach is generally

acceptable. However under the Commission's subsidy mechanism

proposal, the recove: 1 of the cost of basic service in the high

cost areas would havt two sources: 1) the high cost voucher fund

and 2) end-users thr' ugh their monthl::{ basic service rates. DRA

disagrees with the HIM's implication that the risk of

uncollectibles is th~ same for the high cost voucher fund as it

is for end-users. T:e HPM should assign appropriate risk factors

of uncollectibles fa these two different sources of revenue.

18 Furthermor~. in review of the HPM's development of

expense estimates, DJA notes that the HPM treated structure

capital costs 7 as sh. red costs and netwcrk capital costs as

volume-sensitive dirt ct costs. However, the general support

cost, which is intent ed as a direct cost, is calculated by

applying a factor tc the sum of the structure and network capital

costs. (Table 2.) hus, the general support cost as developed

by the HPM is not wh( lly a direct cost but rather a hybrid of

shared and direct COltS. DRA believes that the HPM should be

adjusted so that onl the direct portion of the general support

costs are included a direct costs, and the shared portion of the

6. Testimony of R., . Scholl at page 12.
7. Testimony of ROlert A" Mercer at page 20.

7



general support costE are included as shared costs of baslc

service.

II, SMALL LECS AND fw'ID-SIZE LECS

19 In their tEstimony, Roseville Telephone Company8 and

9 small independent iECs 9 assert that subsidies for the support

of universal service for their service areas should be based on

their actual respect ve costs. These companies' estimated actual

cost information is resently before the Commission in connection

with their general r,te cases. DRA disagrees with their

proposal. The Commi: sion has stated that it intends to rely on

the proxy cost model results to set the amount of subsidies in

high cost areas. 10 . he proxy cost model should develop the cost

of basic service bas, d on TSLRIC. 11 Furthermore, the proxy cost

model should be indelendent of a partlcular company's costs. 12

The subsidies that t ese 10 LECs propose are LEC-specific and

based on embedded co ts and embedded technology. Therefore,

their proposals are nconsistent with the Commission's stated

methodology and sholl d not be adopted

###

8. Opening Testimo)~ of Greg R. Gierczak at page 3.
9. Opening Testimony of David Tutt on behalf of Calaveras
Telephone Company, C"lifornia-Oregon Telephone Company, Ducor
Telephone Company, Pi >resthill Telephone Company, Happy Valley
Telephone Company, Hornitos Telephone Company, The Ponderosa
Telephone Company, Serra Telephone Company, Inc., and
Winterhaven Telephonl~ Company at page 2,
10. D.95-12-021 at page 5.
11. Universal Servi 'e OIR/OII, proposed rule G.A.3.
12. Id. at page 7
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CHAPTER 4

IMPLICIT SUBSIDIES

20 DRA addresFes in this chapter certain issues raised by

parties in their reslonse to Q.10 of the February 21, 1996, ALJ
Ruling. Specificall, DRA responds to the rate rebalancing

proposal of the LECs and to AT&T's proposal to use Yellow Page

revenues as an offse to the universal service subsidy.

I. IMPLICIT SUBSIDES AND RATE REBALANCING

21. Pacific, G"EC, and Citizens agree that the implicit

subsidies in the cur "ent rate structure of the LECs should be

identified and be rna ,e explicit through the adoption of a

universal service su ,sidy mechanism,13 They propose that the

universal service su ,sidy be based on the TSLRIC of basic service

plus a reasonable cc itribution toward shared and common costs.

They further propose that once the universal service funding

mechanism is in plac " the CommissIon could then decrease the

subsidies implicit 1) LEC rates and allow "rate rebalancing in

the form of rate red lctions to offset any net positive amounts"

the LEC receives fre 1 the fund. 14 Pacific would apply such rate

reductions to end-uE;r services, such as toll, instead of to

intrastate switched lccess. GTEC and Citizens, on the other

hand, would have sue 1 reductions apply to rates of access, toll,

local exchange, and Jther serVIces currently providing implicit

subsidies.

22. As a mattel of policy, DRA fully endorses the proposal

that the Commission should not allow the universal service fund

to provide a windfaJ 1. for the incumbent LECs. DRA agrees that to

13. Opening testimcnies of R. G. Mitchell (Pacific), pp. 7, 14
15, 20, 24; R. Emmerson (Pacific), pp. 8 and 11; D. Weller
(GTEC) I pp. 16-17; ~. Lafferty (Citizens), pp. 7-8, 11.

14. Opening Testime ny of R.G. Mitchell (Pacific), p. 20.

9



the extent the incu~ent LECs derive a net gain from the fund,

the Commission might: ,:onsider the LECs' offer to implement

offsetting rate redul tions for services that are currently
.. b" 15 DRA'generating 1mplic1t upport to aS1C serV1ces. 1S

concerned, however, hat such rate reduction proposals might lead

to a more extensive nd contentious rate rebalancing exercise,

which DRA believes i best considered ir a future proceeding as

the Commission inten s to do. 16

I I " YELLOW PAGES RE'lENUES

23. AT&T argue, that the incumbent LECs' Yellow Pages

directory business i , a de facto monopoly with large profit

margins that histori :ally has been used to subsidize universal

service. AT&T sugge;ts that it is economically efficient to use

Yellow Page revenues to subsidize basic service because of

externalities -- i.e, the demand for Yellow Page advertising

being directly relat!d to subscribership to basic service. AT&T

therefore recommends that profits from Yellow Pages be used as a

source of funding fc universal service and be used as an offset

to the universal se:rrice subsidy fund 17

24, While DRA ~enerally agrees with AT&T's characterization

of the LECs' Yellow Pages business, DRA differs with AT&T on how

to use the net reverles from Yellow Pages.. As DRA discussed in

its opening report, lnstead of using Yellow Pages revenues as an

offset to the unive:rsal service subsidy, these revenues should be

allowed to flow to tne incumbent LECs as a means to recover

portions of shared ci nd common costs not recovered through rates

for unbundled BNF SErvices and other services which DRA proposes

should be priced at l'SLRIC" Channeling the Yellow Pages revenues

15. Examples of thE types of price changes being proposed by
Pacific are discussEd in R. G. Mitchell's opening testimony, pp.
22-24.
16. See D.96-04-06( at page 11.
17. Opening Testimcny of L. Selwyn (AT&T), pp. 91-102.

10



as an offset for the .JECs' shared and common costs rather than as

a direct subsidy for lniversal service will not divert these

revenues to the LECs' shareholders, as AT&T argues. 18 To the

contrary, under DRA's proposal, the profits derived from Yellow

Pages would essentially be used to keep rates low for inputs that

competing carriers p~rchase from the LECs; hence, would serve to

subsidize the compet::ive process" DRA believes that its

proposal offers the n~st reasonable balance between the competing

interests of the LECf and CLCs, while promoting ratepayer

interests through potentially lower prices and increased

competitive choices "1 the market.

###

18. Id., p. 102"
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Cost Proxy Model· Sensitivity Runs

Zone 1 Zone 2 Zone 3 Zone .. ZoneS ZoneS Zone 1 Statewide

CPM OUTPUT WITHOUT ORA'S MODIFICATIONS

1. Total Operating and Capital Cost $117.25 $53.82 $44.41 $31.73 $27.21 524.60 $21.19 $26.81

2. Subsidy Per Line Per Month $100.70 $37.62 $28.43 $15.69 $11.31 $9.08 $6.11 $11.20

3. Access Lines 77,113 268,156 348,418 768,422 3,260,956 5,820,827 2,251,089 12,794,983

4. Total Subsidy Per Month $ 7,765,060 $ 10,089,113 $ 9,904,995 $ 12,057,813 $ 36,874,864 $ 52,844,728 $ 13,754,901 5 143,347,588

MODIFICATIONS

Drop Assumption I

5. Total Operating and Capital Cost $116.60 $53.16 $43.77 $31.34 $26.96 $24.35 $21.05 526.55

6. Subsidy Per Line Per Month $100.05 $3696 $27.79 $15.31 $11.06 $8.83 $5.97 $10.94

1. SUbsidy Amount Per Month ¥'
".~ " n,c _" !"\~., \fr.;f A1q,SfiA "" A'H ~ , , 40 n~ 'ififl..... .;:)"-"" -¥_'.,.t , , .'.J_~" ...... ,~,,~ ....

8. Incremental Subsidy Amount Per Month (L7-L4) ($50,140) ($177,456) ($223,114) ($297,101) ($810,851) ($1,426,064) ($323,295) ($3,308,022)

9 Incremental Subsidy Per line Per Month (L8IL3) (SO.65) (SO.66) ($0.64) ($0.39) (SO.25) (SO.24) ($0.14) (SO.26)

10.lncremental Change Per Month(l8IL4) -0.65'1(, -1.76'1(, -2.25'1(, -2.46'1(, -2.20'1(, -2.70'11. -2.35'1(, -2.31%

• utilization Asswnption

11. Total Operating and Capital Cost $101.58 $51.06 $42.52 $31.17 $26.73 524.19 $20.72 526.22

12. Subsidy Per Line $85.03 $34.87 $26.54 $15.14 $10.83 $8.67 $5.64 $10.61

13. Subsidy Amount Per Month $6,556,617 $9,349,404 $9,246,168 $11,633,397 $35,316,876 $50,458,859 $12,693,005 $135,787,764

14 Incremental Subsidy Amount Per Month (ll3-L4) ($1,208,443) ($739,709) ($658,827) ($424.416) ($1,557,988) ($2,385,869) ($1,061,896) ($7,559,824)

15 Incremental SUbsidy Per Line Per Month (L141L3) ($15.67) ($2.76) ($1.89) ($0.55) (SO.48) (SO.41 ) (SO.47) (SO.59)

16. Incremental Change Per Month (l141L4) -15.56'1(, -7.33'1(, -6.65'1(, -3.52'1(, -4.23'1(, -4.51'1(, -772'1(, -5.27'1(,

Fiber Feeder Cutoff Assumption

17. Total Operating and Capital Cost $112.59 $52.61 $43.45 $31.17 $27.03 $24.18 $21.02 $25.89

18. Subsidy Per Line $96.29 $36.46 $27.44 $15.17 $11.13 $8.69 $6.03 $10.30

19. Subsidy Amount Per Month $3,888,175 $9,212,548 $9,860,609 $12,077,177 $38,905,676 $52,456,428 $10,745,352 $131,380,580

20. Incremental Subsidy Per Month (L19-L4) ($3,876,885) ($876,565) ($44,386) $19,364 $2,030,812 ($388,300) ($3,009,549) ($11,967,008)

21. Incremental Subsidy Per Line Per Month (L2OIL3) ($50.28) ($3.27) (SO.13) $0.03 SO.62 (SO.01) ($1.34) (SO.94)

22. Incremental Change Per Month (L2OIL4) -49.93'1(, ~.69'1(, -045'1(, 0.16'1(, 5.51% -0.73'1(, -21.88'1(, -8.35%

Switching AsSLmption

23. Total Operating and Capilal Cost $115.18 551.88 $42.73 $30.22 $25.94 $23.44 $20.35 $25.62

24. Subsidy Per Line $98.63 $35.69 $26.75 $14.19 $10.04 $7.92 $5.27 $10.01

25. Subsidy Amount Per Month $7,605,939 $9,569,653 $9,320,923 $10,901,677 $32,744,150 $46,083,111 511,857,846 $128,139,413

26. Incremental Subsidy Amon! Difference (L2S-L4) ($159,121) ($519,460) ($584,072) ($1 ,156,136) ($4,130,714) ($6,761,611) ($1,897,055) ($15,208,175)

27. Incremental Subsidy Per Une Per Month (L26IL3) ($2.06) ($1.94) ($1.68) ($1.50) ($1.21) (51.16) (SO.84) ($1.19)

28. Incremental Change Per Month (L26Il4) -2.05'1(, -5.15'1(, -5.90'11. -9.59'1(, -11.20% -12.llO'I(, -13.79'1(, -10.61'1(,
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HPM - TOTAL CALIFORNIA
Basic Serivce Cost per Line
Source: Mercer Testimony Attachment 4B

DenSity Zones - > ~ 5=ZOlr """2lJO-b5lJ 650-850 B~O-Z~5U >..flli ffi!9
(a) (b) (c) (d) (e) (f) (g)

1 Totallnvestments $2,430.88 $894.52 $588.91 $518.29 $449.95 $389.27 $481.34

2 Total Number of Bus/Res Lines 146,183 1,308,261 1,573,499 617,764 6,031,350 8,995,698 18,672,755

3 Monthly Shared Costs:
4 Structure Capital Cost $20.59 $1.77 $0.41 $0.29 $0.75 $0.77 $0.94
~ T~ .... (c;% of In R) 117 0.10 002 0.02 0.04 0.04 0.05
6 Overhead (6% of In 8) l.4U U.1L U.U.) U.UL v.05 v.05 "-. ~c

v.vu
7 Uncollectible (1.4% of In 8) 0.33 0.03 0.01 0.00 0.01 0.01 0.02
8 Total Monthly Shared Costs $23.50 $2.02 $0.46 $0.34 $0.86 $0.88 $1.08

9 Monthly Volumne Sensitive Costs:
10 Network Capital Cost $28.34 $10.43 $6.87 $6.04 $5.25 $4.54 $5.61
11 General Support Capital Cost 4.79 1.19 071 0.62 0.59 0.52 0.64
12 Network Expenses 7.15 2.59 1.66 1.45 1.27 1.10 1.37
13 Network Operations 4.15 4.17 4.18 4.18 4.19 4.20 4.19
14 Network Support 0.41 0.08 0.04 0.03 0.03 0.03 0.04
15 Customer Support 0.70 0.70 0.70 0.70 0.70 0.70 0.70
16 Billing and Collection 0.55 0.55 0.55 0.55 0.55 0.55 0.55
17 White Pages 0.15 0.15 0.15 0.15 0.15 0.15 0.15
18 Operator Services non-charged 0.07 0.05 0.04 0.04 0.03 0.02 0.03
19 Tax (5% of In 22) 2.63 1.13 0.85 0.78 0.72 0.67 0.75
20 Overhead (6% of In 22) 3.16 1.36 1.02 0.94 0.87 0.80 0.91
21 Uncollectible (1.4% of In 22) 0.74 0.32 0.24 0.22 0.20 0.19 0.21
22 Total Monthly Vol Sen Costs $52.85 $22.73 $17.00 $15.71 $14.55 $13.47 $15.15

23 General Support Capital Cost 9.79°k 9.79% 9.79% 9.79% 9.79% 9.79% 9.79%
(In 9/(ln 2 + In 8»
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Q.1.

A.1.

Q.2

REPLY TESTIMONY

OF

ANGELA YOUNG

Are you the same A1gela Young who prepared the

"Qualification and Prepared Testimony of Angela Young" as

part of the OpeninJ Report of the Division of Ratepayer

Advocates Regardir~ the Cost Proxy Models and Other Issues

in the Universal S~rvice Proceeding that was mailed on

April 17, 1996?

Yes, I am.

What is the purpose of this reply testimony?

The purpose of thJS reply testimony is to present Chapter 1

and Chapter 3 of IRA's "Reply Report of the Division

Ratepayer AdvocatEs Regarding the Cost Proxy Models and

Other Universal Service Issues." This reply testimony

presents DRA's re:oponse to certain issues raised by other

parties in 1this pJJceeding. Specially, DRA responds to the

expense estimates for the HPM and to the subsidy proposal

for the small and mid-size LECs.

Q.3 Does this concludf your testimony?

A.3. Yes, at this time

AYY-1



Q.1.

A.1.

Q.2.

Q.3.

A.3.

REPLY TESTIMONY

OF

HASSAN M. MIRZA

Are you the sarre Hassan M. Mirza who prepared the

"Qualificatione: and Prepared Testimony of Hassan M. Mirza"

as part of the "Opening Report of the Division of Ratepayer

Advocates Rega]jing The Cost Proxy Models And Other Issues

in the Universe 1 Service Proceeding"?

Yes, I am.

What is the pUlpose of this reply testimony?

The purpose of this reply testimony is to present Chapter 2

of the "Reply Feport of The Division of Ratepayer Advocates

Regarding the ~st Proxy Models and Other Universal Service

Issues." This reply testimony presents ORA's response to

certain issues raised by other parties in this proceeding

and also provi( es ORA's incremental impact to the CPM

relating to th, four changes that ORA recommended in the

opening report

Does this conc ude your reply testimony?

Yes, at this t me.

MHM-l



REPLY TESTIMONY

OF

ZENAIDA CONWAY

Q.l Are you the sarre Zenaida Conway who prepared the

"Qualification~ and Prepared Testimony of Zenaida Conway"

as part of the "Opening Report of the Division of Ratepayer

Advocates Rega!jing the Cost Proxy Models and Other Issues

in the Universal Service Proceeding" that was mailed on

April 17" 1996"

A. 1 Yes, I am.

Q.2 What is the pm pose of this reply testimony?

A.2 The purpose of this reply testimony is to present Chapter 4

of ORA's "Repl~ Report of the Division of Ratepayer

Advocates RegaJding the Cost Proxy Models and Other Issues

in the Universe 1 Service Proceeding.·r ORA addresses in

Chapter 4 certe in issues raised by parties in their

response to Q. 0 of the Februar1/ 21, 1996, ALJ Ruling.

Specifically, RA responds to the rate rebalancing proposal

of the LECs ant to AT&T's proposal to use Yellow Page

revenues as an offset to the universal service subsidy.

Q.3 Does that cone ude your testimony?

A.3 Yes, at this t me.

ZTC-1


